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March 3, 2004 1. Industrial activities indicating a recovery (1) Outline of all industrial activities
Taking a look at overall industry in terms of the indices of all industrial activities in 2003, a rise of 1.0% was seen compared to the previous year after a three-year lull due to a rise in industrial production and the activities of tertiary industries.
Although the figures tended to remain at the mostly same level from the first to the third quarters, a recovery could be observed in the fourth quarter. Since most exports remained steady, overseas demand stimulated production activities. However, a recovery in domestic demand is expected.
Indices for all industrial activities (1995 = 100, seasonally adjusted) Transition in the indices for all industrial activities In the similar manner, the Indices of Agriculture, Forestry and Fisheries Production have also been revised to be based on 2000. The values of the Indices of Agriculture, Forestry and Fisheries Production are linked to the indices based on 1995 by using a link coefficient based on 2000. Since the growth ratios for the same period shown are Indices of Agriculture, Forestry and Fisheries Production based on 2000, the values are not calculated by the indices shown in the table.
(2) Outline of industrial production (i) 2003 production trend
The industrial production in 2003 increased by 3.2% compared to the previous year for the first time in three years. Observing this by quarter, since the production for the first quarter increased by 0.3% compared to the previous quarter and that for the second quarter decreased by 0.7% id, a narrowing trend continued. However, the production showed a recovery, because the third quarter and the fourth quarter continued to increase by 1.3% id. and 3.7% id. respectively.
By type of goods, although the production showed a decrease in construction goods (down 2.9% compared from the previous year, for three consecutive years) and non-durable consumer goods (down 0.7% id. for four consecutive years), it indicated an increase in capital goods (up 1.7% id. after a three-years lull), durable consumer goods (up 2.0% id. after a three-years lull) and production goods (up 6.1% id. for two consecutive years).
By industry, production increased in 11 industries including electronic parts and devices, and general machinery industry, whereas, it decreased in 6 industries including the textiles industry and fabricated metal industry.
In addition, when observing shipments by domestic and foreign demand, shipments for domestic demand increased by 3.9% compared to the previous year for the first time in three years while that for exports increased by 4.1% id. for two consecutive years. II   85   90   95   100   105   110   115   99 00 01 02 03  I II  1999   III IV I II  2000   I IV  II  2001   III IV I II  2002   III IV I II  2003   III (2000 = 100, seasonally adjusted)   2002  2003  2001 2002  2003  I  II  III  IV  I  II  III 
Transition in industrial production, shipment, inventory and inventory ratio (2000 = 100, seasonally adjusted)

Transition in indices of industrial production
(ii) Production trend by item
As the major items that increased in 2003, due to an increase in cellular phones and digital cameras, the production of metal oxide semiconductor ICs (memory) increased by 39.7% for two consecutive years compared to the previous year, active matrix LCDs (medium and small-sized) increased by 91.9% id., and active matrix LCDs (large size) have increased by 84.9% id. for five consecutive years since 1998, and metal oxide semiconductor ICs (CCD) for which computation began in 2002 increased by 84.9% id. Production of lithium ion storage batteries which showed a favorable transition has increased by 40.4% id. for two consecutive years, and that of cellular telephones increased by 28.8% id. For the first time in three years due to the supplies in new and advanced products such as cellular phones with high-definition camera functions.
On the other hand, the major items that decreased include the production of steel bridges which decreased by 19.2% for three consecutive years due to a reduction drop in domestic shipments public works, small passenger cars which decreased by 5.6% id. For the first time in two years due to a reduction drop in exports to United States, Digital transmission equipment which decreased by 65.3% for three consecutive years due to a reduction fall in plant and equipment investment by telecommunication carriers, personal computers which decreased by 12.4% id. for three consecutive years due to the growth in overseas production, and steam turbines for industry which decreased by 21.2% for two consecutive years due to a drop in domestic shipments and exports to the United States. 
Production trend by item (2003)
Items contributing to increase
(iii) Current state of digital cameras, liquid crystal TVs, DVD videos and cellular phones
While it has been said that Japanese business and production has been picking up, one item that has supported the improvement is digital home appliances. Here, the future market scale for liquid crystal TVs, digital cameras, DVD videos and cellular telephones is to be estimated while viewing the recent production, shipment trend and repercussion effects of the production of other industries.
When viewing the movement of the index level for each item, since both shipment and production of liquid crystal TVs have increased rapidly since 2002, both index levels showed approximately 300, which were high in the current quarter.
Shipment of digital cameras continued to increase rapidly after the second quarter of 2002. Although production tended to increase in general, growth after the second quarter of 2002 was slower than that of shipments. The gap in index levels between shipment and production tended to expand.
Shipments of DVD videos tended to increase. Due to a sharp increase, especially in the current quarter, the index level reached 419.0 (up 110.8% compared to the previous quarter). On the other hand, production tended to decrease after the third quarter of 2000 and the index level dropped to 42.7 in the third quarter of 2003. However, the level increased sharply to 171.7% compared to the previous quarter (116.0 of index level) in the current quarter.
Although shipment of cellular telephones tended to decrease after peaking in the fourth quarter of 2000, it began to increase again from the third quarter of 2002 due to the introduction of cellular telephones with cameras, and increased continuously for 5 consecutive quarters until the third quarter of 2003, surpassing the 2000 peak. However, it decreased in the current quarter.
Production and shipment levels of liquid crystal TVs, digital cameras, cellular phones and DVD videos (2000 = 100, seasonally adjusted)
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When observing the contribution ratio of these 4 digital home appliances (hereinafter, referred to as "4D" in this report) the total for shipments of mining and manufacturing industries in 2003 increased (4.0% compare to the previous year), digital cameras showed the greatest shipments at 8.4%, followed by cellular telephones at 5.4%, DVD videos at 1.0% and liquid crystal TVs at 0.9%. Therefore, might say that the increase of 15.6% was affected by "4D".
On the other hand, when viewing production, cellular telephones which had large domestic production contributed the greatest, followed by digital cameras, liquid crystal TVs and DVD videos. Although the contribution of DVD videos which had the least contribution increased, its contribution ratio was relatively small.
The production amount of "4D" in 2003 was approximately ¥2.9 trillion which is an increase of ¥806.6 billion (39.4%) compared with 2002. When estimating the effects of this increase on each mining and manufacturing industry, by utilizing the input-output table (I-O table) it is clear that this contributed to an increase in production including electronic parts, plastic products, semiconductor devices and integrated circuits, thus demonstrating an increase of approximately ¥1.3 trillion in the total industrial production. ) , "household electronic and electrical equipment" and "communication equipment" were utilized for "3" and cellular phones respectively. • For repercussion amounts, the impact on "3D" and cellular phones" in other industries were respectively measured.
Contribution level and ratio to growth ratio of 2003
• Since the repercussion amount is the amount of repercussion effect on domestic industries, the increase or decrease of imported goods was not included in repercussion amounts. In addition, price change was not taken into account.
On the assumption that items to be substitute relationship with digital cameras and DVD videos will be equally diffused, the anticipated increase in future demand scale (shipments) is to be estimated. In addition, as for products that are to meet digitalized terrestrial broadcasts starting from the end of 2003, the scale of replacement of CRT (cathode-ray tube) TVs by LC (liquid crystal) TVs is estimated.
On the assumption that digital cameras (35.3 units per 100 households) are expected to replace current film cameras (117.2 units id.) an increase in demand of approximately ¥892.1 billion Note 1 is estimated. Furthermore, due to the rapid advancement of high-performance digital cameras at the present time, considering that the number of people trading in their film replace digital cameras is expected to increase, greater demand can be expected. On the assumption that DVD videos (28.4 units per 100 households) are expected to replace the current number of VTRs (128.4 units id.) demand is expected to increase by approximately ¥1.8 trillion Note 1 .
A method exists to utilize external digital tuners when viewing digitalized terrestrial broadcasts. However, since some households may trade in TVs with built-in digital tuners, despite the fact they are more expensive than cathode-ray tube TVs thin LC TVs or plasma TVs may be purchased instead. Over the next 8 years by 2010 when analog broadcasts will come to an end, all household televisions (237.8 units per 100 households) will be replaced by LC TVs with digital tuners, and an increase in demand of approximately ¥23.4 trillion Note 1 is expected. 
Quantity of digital cameras, DVD videos and replaced products per 100 households
(iv) Inventory trend
Looking at the inventory trends in recent years from charts of inventory cycles, the center of circulation has shifted toward the left and downward. Therefore, the inventory trends are examined together with the values from which trend fluctuations for production and inventory (Note) have been eliminated.
Viewing 2003 conditions in the overall mining and manufacturing industry, since the degree of increase in production and the degree of decrease in inventory continued to decrease respectively from the first quarter to the third quarter before elimination of trend fluctuations, inventory was near the boarder between the unintended decreasing stage and accumulating stage. However, it moved to the accumulating stage due to an expansion in the degree of increase in production in the fourth quarter. Moreover, after elimination of trend fluctuations, inventory was near the border between the accumulating stage and expanding stage based on the values after elimination of trend fluctuations in the third quarter. However, it was at the accumulating stage in the fourth quarter.
Next, when observing inventory by types of goods, inventory of final demand goods have circulated mainly in the third quadrant since the first quarter of 2001 before elimination of trend fluctuations. Since production tended to increase in the fourth quarter of 2003 and the degree of decrease in inventory expanded, inventory remained in an unintended decreasing stage. In addition, viewing inventory after elimination of trend fluctuations, although it entered an expanding stage in the third quarter of 2003, it was in an accumulating stage in the fourth quarter. On the other hand, for production goods, no remarkable differences in situation could be observed before and after elimination of trend fluctuations. Therefore, it remained stationary in an inventory accumulating stage in the fourth quarter. (3) Outline of activities in tertiary industries -Tertiary industry activity -
Transition in inventory cycle
(i) Trend of activities in tertiary industries
Tertiary industry activities in 2003 increased by 1.0% compared to the previous year for the first time in two years.
Looking at activities by industry, all industries activities increased including an increase of 1.3% compared to the previous year in services industry, 0.8% id. in wholesale trade, retail trade ,eating and drinking places, 1.3% id. in transport and communication, 2.5% id. in real estate, 0.3 id. in finance and insurance, 0.5% id. in electricity, gas, heat and water supply. II   90   100   110   120   130   140   99  00  01  Calendar   02  year   03  I  II  1999   III  IV  I  II  2000   I  IV  I  II  2001   III  IV  I  II  2002   III  IV  I  II  2003   III 
Transition in indices of tertiary industry activity
(ii) Commodity rental and leasing industry (lease) and capital investment
In order to view the relationship between capital investment related to tangible assets and facility utilization through leasing, the relationship between leasing of activities in the recent goods rental and leasing industry, and capital investment is considered.
When observing the transition in annual amount of leasing contracts and annual amount of new capital investment compared to the previous year, largely both movements coincided. However, the annual amount of new capital investment in 2002 decreased by 5.3% compared to the previous year, whereas the amount of leasing contracts increased by 2.8% id. in 2002. Therefore, leasing contracts increased during a decrease capital investment in 2002.
When viewing this as the transition in leasing ratio (annual amount of leasing contracts/annual amount of new capital investment), the leasing ratio largely increased; the leasing ratio has increased in terms of facility utilization at enterprises. Consequently, it is confirmed that leasing supported the facility utilization of enterprises. 
Transition in the amount of leasing contracts and the amount of new capital investments compared to the previous year
(4) Topics (i) Efficiency at production sites from the viewpoint of labor productivity
The transition in labor productivity in the manufacturing industry was different in the business cycle stage where both the number of persons employed and the number of working hours tended to increase due to the tremendous growth in production prior to the collapse of bubble economy. While growth in production was low after the collapse of bubble economy, labor productivity increased due to employment adjustment (mainly adjustment in the number of working hours in the 12 th cycle and reduction in the number of persons employed in the provisional 13 th cycle). On the other hand, while production increased somewhat in tertiary industr after the collapse of bubble economy, employees were absorbed by adjusting the number of working hours and thus labor productivity improved slightly.
Following the collapse of bubble economy, the common pattern of labor productivity in the manufacturing industry seen in the business recovery stage is as follows: "When production is falling, employment is adjusted by firstly reducing the number of working hours and then the number of employees. When production turned upward, the number of working hours is increased while maintaining the reduction in employees." A special feature in this business recovery stage (stage of increaseing from trough after the provisional 13 th cycle), is the remarkable reduction in employees in the manufacturing industry. Labor productivity observed up to now are indices of efficiency called production volume per unit working hour. In order to view efficiency based on personnel expenses, sales per personnel expenses should be observed. If an increase or drop due to business fluctuations is abstracted, despite a decreasing trend in sales per personnel expenses in the manufacturing industry since the early 1980s, it bottomed out in 1998 and 1999 and has been increasing since then. On the other hand, Sales per personnel expenses in non-manufacturing industries has been decreasing since the early 1980s. However, it remained at the same level behind the scene.
Percent change in average labor productivity index for each business cycle and contribution level of production and labor in the manufacturing and tertiary industry
Despite an increasing trend in the labor productivity index, efficiency based on personnel expenses continued to drop until the late 1990s. As for employment adjustment following the collapse of bubble economy, it is clear that the efficiency per personnel expenses could not be improved until the late 1990s. However, as for the recent trend in efficiency of management, since 1999 efficiency from the aspect of personnel expenses has been improving rapidly particularly in the manufacturing industry. The impact of employment adjustment earlier observed on the employment structure is to be examined. When we observe the change in the number of employees by employment type in the manufacturing and tertiary industry respectively for the total population by age class between 1992 and 2002, the number of employees in the manufacturing industry dropped in almost all age classes; whereas, the number of employees in tertiary industry increased mainly in non-fulltime employees and workers. When the number of employees in the manufacturing industry that accounted for the total number of employees between the manufacturing industry and tertiary industry by age group, those between ages 20 and 24 years accounted for approximately 18%, those between ages 25 and 29 years accounted for approximately 22% and those between ages 30 and 34 accounted for approximately 25%. Therefore, as age class became younger, the employment ratios in the manufacturing industry fell, and the service orientation in the employment structure has been proceeding. Accordingly, we can see the improvement in productivity in the manufacturing industry and employment absorption in tertiary industry. 
Transition in tertiary industry activity and labor productivity index in tertiary industry
Distribution of the number of employees in the manufacturing and tertiary industry by
(ii) Balance sheet adjustment for enterprises and trend in capital investment
When observing the factor analysis of current profits in the Financial Statements Statistics of Corporation by Industry (Ministry of Finance), an increase in current profits from 2001 to 2002 resulted from a clampdown in constant expenses (fixed costs), while sales did not improve. However, in recent years, an increase in sales has pushed up current profits, and this trend may continue for the time being. In addition, when observing the ratios of liability in assets (ratio of liabilities/assets) or ratios of tangible fixed assets, the progress of balance sheet adjustment can be seen in recent enterprises. Furthermore, the number of M & A (merger and acquisition) cases or insolvency cases increased significantly from 1999 and 2000. Thus, we can see that the corporate climate for profits improved with the progress of micro and macro structural adjustment. I II   97   III IV I II   98   III IV I II   99   III IV I II   00   III IV I II   01   III IV I II   02   III IV I II   03 I II   97   III IV I II   98   III IV I II   99   III IV I II   00   III IV I II   01   III IV I II   02   III IV I II   03 III III IV I II  91   III IV I II  92   III IV I II  93   III IV I II  94   III IV I II  95   III IV I II  96   III IV I II  97   III IV I II  98   III IV I II  99   III IV I II  00   III IV I II  01   III IV I II  02   III IV I II  03   III Liabilities/assets (all industries)
Factor analysis of current profits
Liabilities/assets (Manufacturing industry)
Liabilities/assets (Non-manufacturing industries)
If we observe the movement of the cycle chart for cash flow and capital investment through the Financial Statements Statistics of Corporation by Industry, capital investments compared to the previous year in both the manufacturing and non-manufacturing industries were in a stage of reduction. If we analogize the movement through the previous cycle, a continuous increase in domestic capital investment is anticipated for the time being. Any increase or decrease in domestic capital investment was a positive correlation to increases or decreases in current profit for the previous year. However, while the capital investments of overseas affiliated companies tended to increase, conversely the current profits for the previous year at head offices decreased. The ratio or head offices that provided funds to overseas affiliates soon after its incorporation remained high. 
Cash flow and capital investment
Relationship of increases or decreases in current profits at head offices for the previous year
(iii) Relationship between activities of overseas affiliated companies and enterprises with head offices in Japan
In the relationship between the overseas affiliates and the current profit ratio of head offices, when viewing major industries (chemicals, electrical machinery and transport equipments manufacturing industries) in order to observe the impact of overseas affiliates on current profits at head offices, the current profit ratios of head offices with overseas affiliates were higher than those with no overseas affiliates in all three industries.
When viewing remittances from overseas affiliates which are regarded to be one of the reasons that current profit ratios differ depending on the presence of overseas affiliates, the impact of pushing up the average current profit ratio between 1995 and 2000 was 0.7% for chemicals, 1.4% for electrical machinery and 1.0% for transport equipments. The ratio of remittances from overseas affiliates in current profits reached 27.3% for electrical equipment and 33.8% for transport equipments. Therefore, the degree of contribution to the current profits of head offices was high. <Reference > (Note 1) Only remittances that head offices received from overseas affiliates every year between 1995 and 2000 were picked out. (Note 2) "Net current profit" indicates the current profit ratio with no remittances included in current profits. Furthermore, figures in the chart show the composition ratio of impact to push up remittances (="Remittance contribution ratio") for the current profit ratio (Note 3) The chart < Reference > is a case where head offices with intermittent remittances from overseas affiliates between 1995 and 2000 were included. Thus, one might say that the ratios are closer to the Japanese domestic average. Source: "Results of the Basic Survey of Japanese Business Structure and Activities", "Basic Survey of Overseas Business Activities"
Relationship between the presence of overseas affiliates and current profits at head offices
With respect to overseas affiliates in the electrical machinery manufacturing industry considered to implement divisions of labor (specialization) in Asia, when observing their functions by dividing sales into parts and products and dividing those into for domestic and for export, the major function in overseas affiliated companies in ASEAN4 is the supply of products especially for export, for overseas affiliates in NIES3 is parts supply especially for domestic, and for China is parts supply especially for export.
When observing the export functions of overseas affiliated companies in Asian 3 regions by forwarding area and part and product, the overseas affiliates in ASEAN4 have strengthened their positioning as export bases for products globally, overseas affiliates in China have moved to the forefront especially as bases for exporting parts. Furthermore, overseas affiliates in NIES3 are reducing their position as export bases for both parts and products, so we can guess that they are in a relatively inferior position compared to ASEAN4 or China.
Electrical machinery manufacturing industry in Asian 3 regions by part and product
Change in composition ratios of sales by forwarding area (1995 → 2000) (Note 1) Since supplies from other areas are not indicated, the total does not come to 100%. (Note 2) Since supplies for exports are observed, supplies from their own country ("for domestic" by forwarding area) were not included. Source: "Basic Survey of Overseas Business Activities"
In overseas affiliated companies in ASEAN4 where the function of exporting products was the key in 2000, since the ratio of capital investment at overseas affiliates exporting parts was higher and the level of contribution to the growth rate for 2001 and 2002 sales was also larger, the function of providing parts, in particular, the exporting function is regarded to increase after wards . Furthermore, in overseas affiliates in NIES3 where the function to supply parts was the key in 2000, the ratio of capital investment at overseas affiliates exporting parts was higher and the current profit ratio remained high, after which, for the relevant functions the exporting function is regarded to increase. In overseas affiliates in China where the function to export parts was the key in 2000, the current profit ratio of overseas affiliates exporting products remained high and the contribution level to the growth rate for 2001 and 2002 sales was larger, after that, the function to provide products, in particular, the exporting function is regarded to increase. 
Transition in capital investment and change in composition ratio by parts and products for domestic and exports in the
